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ADVANCE LETTER ON 



GENERAL BUSINESS CONDITIONS 

April //, 1920 



CURVE B, representing business, moved upward in 
March to a new high record. The increase resulted 
from an expansion of outside bank clearings, an expan- 
sion which probably should be ascribed to income tax 
payments. Making allowance for this factor we con- 



of liquidation in commodities which is indicated may 
not be inaugurated until autumn when the demands on 
the money market are usually the greatest of the year. 
The precise time of the liquidation, if it occurs, may 
depend not only upon the factors which we have men- 



INDEX CHART 



+4X) 



+ao 



+2.0 



+1.0 

































u 


1 


























nJ 






V 
























^5^ 




























aAj 






/* 


M 


























wjr 






¥ 


\ 






















i 
4 


* 


f\ 




i 
4 




\ 


■ 

\ 


% , 


r 


4 
4 
4 

t 












4 


















/£ 


L 4 
































V 




K 








. 


t 






















C<Sv 










































/ 






























<r 
















oj 










d*+ 






/ 






























m ' 


■ m 


■ * 





























NOV. DEC. 
I9I8 



JAN. FEB. MAR. APR. MAY 



JUNE JULY 
1919 



AUG. SEPT. OCT. NOV. DEC. JAN. 



FEB. MAR. 
I920 



Group A — Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business: Bank Clearings outside New York City, Bradstreet's Price Indices. 

Group C — Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each one of the three curves is based upon a homogeneous 
group of statistical series, that is, the members of each group have synchron- 
ous cyclical fluctuations after having been corrected for seasonal variation 
and normal growth, and expressed in comparable units. In other words, the 
corrected series of each group fluctuate together. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs. 

The relationship between the curves which held for the pre-war period 
appears to have reestablished itself in 191 9 so that the movements of the 
curves constitute a basis for forecasting. Our forecasts, however, are not 



based solely upon the index of general business conditions, but they allow for 
the differences in underlying conditions as revealed by economic analysis. At 
present, the persistent rise of rates on commercial paper, curve C, and the 
decline of speculation from the high point of November, curve A, forecast a 
decline of business activity and commodity prices, curve B, which will take 
place some time between April and December 1920. 

The time and extent of the recession, if it occurs, in business activity and 
commodity prices depend upon the operation of two powerful opposing 
forces. On the one hand, the shortage of commodities and buildings, abnor- 
mal foreign demand for goods and credit, the railroad tie-up, and active retail 
trade in the United States make for immediate business activity and higher 
prices. On the other hand, inflated currency and credit, depleted reserves and 
increasing interest rates, all indicative of capital strain, make for a slackening 
of business activity and lower prices. At present the money market appears 
to be the crux of the situation, but we recognize the possibility of the 
entrance of other factors, at present unknown and perhaps unknowable. 



elude that business activity in March was only slightly, 
if at all, above the February level. 

There is evidence that production in the leading basic 
industry — iron and steel — is overtaking demand. 
There is also evidence that the strain in the money 
market is becoming greater, not only in the United 
States, but in France and England as well. The period 



tioned and known tendencies which we can follow from 
week to week, but also upon possible developments 
which at present are unknown and perhaps unknowable. 
Opinions concerning the immediate outlook continue 
to be diverse, as they have been ever since last Novem- 
ber. Among manufacturers in various lines and among 
some merchants the opinion prevails that an extended 
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period of high prices and tense business activity is the 
prospect, but in financial circles there are not a few care- 
ful observers who believe that we are living in parlous 
times and that very difficult and unpleasant readjust- 
ments are impending. The truth probably lies some- 
where between these two extremes. Scarcity of staple 
commodities still continues and there is much work both 
of ordinary production and reconstruction for the world 
to do. Upon the othe'r hand the financial situation is 
strained and unless we are to have further inflation of 
bank credit in the United States and either bank credit 
or government paper money in Europe, it would seem 
that some liquidation in commodity markets must lie 
ahead of us. The upward movement of commodity 
prices in evidence at the opening of April has been in- 
terpreted by some as the beginning of a new period of 
business expansion. This is the sort of movement, how- 
ever, -that should be expected to occur before a period of 
readjustment begins. 

The revival of speculative activity in March gives 
temporary confirmation of the views of the optimists. 
The increase in the Bank of England rate and continued 
tightness of money in the United States and recent un- 
certain movements of the stock market lend plausibility 
to the views of the pessimists. We recognize fully the 
conflicting character of the evidence but feel that our 
forecast of a period of moderate liquidation is in a fair 
way to be confirmed. 

Business 

In March, curve B, based on bank clearings outside 
New York City and Bradstreet's price indices, showed a 
marked recovery from the February figure to the highest 
point ever reached. The increase in the corrected figure 
was the result of an unparalleled rise in actual clearings 
of 25 per cent compared with the preceding month. The 
seasonal rise; in March over February for the period 
1903-17 ranged between 7 and 21 per cent, with a nor- 
mal of 14 per cent. ,The maximum increase that has 
been recorded for any month compared with the preced- 
ing month is 24 per cent (October 1906, 1907, and 191 2). 
Consequently, the March figure constitutes both an 
absolute high point and a record increase over the figure 
for the preceding month. 

What is the cause of the record-breaking figure for 
outside clearings and what does it indicate ? In the first 
place, examination of the clearings of cities with a total 
of $100,000,000 a month or more shows that the increase 
over February was universal, ranging from 18 per cent 
for Boston to 36 per cent for Seattle. Philadelphia, Los 
Angeles, Pittsburgh, San Francisco, Cleveland, Balti- 
more and Buffalo showed increases of from 20 to 28 per 
cent and Chicago, Detroit, Cincinnati, Milwaukee, and 
Portland showed increases of from 31 to 35 per cent. 
Clearings in New York City (included in curve A) in- 
creased 23 per cent, compared with a normal seasonal 
increase of 1 1 or 1 2 per cent. The geographic distribu- 
tion of bank clearings is given in the following table. 

The increase in clearings in March was general. 
Moreover, it was probably the result, not of greatly in- 
creased commodity prices or business activity, but 



BANK CLEARINGS 

Ratio or 

Feb. 1920 Mar. 1920 Mar. to Feb. 

(Millions) (Millions) (Per cent) 

New England $1,576 $1,852 117 

New York City 18,144 22,333 I2 3 

Middle Atlantic (excluding New 

York City) 3,182 3,871 122 

Middle West 4,214 5,468 130 

Pacific 1,471 1,810 123 

Other Western 1,901 2,722 143 

Southern 2,739 S, 1 ^ 116 

Total outside New York ... 15,083 18,907 125 



rather of federal income tax payments due March 15. 
The following table shows that maximum weekly clear- 
ings in March came in the week ending March 20, and 
that there has been a rapid falling off in April. On the 
basis of the first two weeks in April, clearings are 92 per 
cent of those in March, whereas usually they equal the 
March figures. 

WEEKLY BANK CLEARINGS FOR 49 CITIES 
NOT INCLUDING NEW YORK 

(Millions) 

Feb. 7.. $3,584 Mar. 6.. $3,998 April 3.. $3,548 

Feb. 14.. 2,989 Mar. 13.. 3,699 April 10. . 3,595 

Feb. 21.. 3,862 Mar. 20. . 4,101 

Feb. 28. . 3,102 Mar. 27.. 3,723 

Federal income tax collections in the Boston Federal 
Reserve District the first four weeks of March were, re- 
spectively, 3 millions, 10 millions, 67 millions, and 1 2 mil- 
lions compared with 8 millions for the whole of February. 
Boston tax collections in March were 6 per cent of clear- 
ings. The evidence of weekly clearings and tax collec- 
tions indicate that the increase in outside clearings in 
March, and hence the rise of curve B, was the result of 
income tax checks. It also indicates that there will be a 
decided fall in April. 

Bradstreet's index number of commodity prices for 
April 1, 1920 was $20.71, a decrease of three-tenths of 
one per cent from March 1 and of seven-tenths of one 
per cent from the high level touched on February 1. 

Bradstreet's for April 10 says: "Prices, taken as a 
whole, sagged a trifle in March, this weakness following 
a barely perceptible marking down in February, but the 
second successive decline was not sufficient to bring the 
general price level as of April 1 below that for January 1 , 
and hence it is still higher than on any date preceding 
February 1, since Bradstreet's price index numbers were 
first compiled. Still, the fact is that a decline did occur 
in March, that it was the second decline shown this year, 
and that while some products, such as building materials 
and naval stores, struck new high price levels and seven 
out of thirteen groups advanced during the month, food 
prices as a whole sagged a trifle and are at the lowest 
level touched since December 1, 191 8, monthly quota- 
tions being meant. There were also curious undecided 
movements within some groups, which may carry an 
important message as to the future of commodity quor 
tations generally. . . . 



" Perhaps the most significant feature of the entire 
exhibit — the one, indeed, which bears a really hopeful 
augury for the future — is that the four food groups of 
prices reported on monthly are 8.4 per cent lower than 
on December 1, 191 8, just after; the armistice. Against 
this it is to be noted that the rest of the quotations are 
17.2 per cent higher, the net result being that prices as a 
whole are 8.9 per cent above the level set on that date." 

Whereas Bradstreet' 's index showed a slight recession, 
Dun's index increased 2 per cent over the figure of 
March 1. The discrepancy should undoubtedly be as- 
cribed to the fact that Dun's index is based upon a very 
large number of commodities, including many finished 
articles, whereas Bradstreet' 's ind^x is based mainly upon 
the prices of basic raw materials;. 

Dun's Review for April 10 says,: "The rise of the gen- 
eral commodity price level, as shown by Dun's Index 
Number, to a new high record on April 1 , came after a 
slight recession of a month previous. . . . That the 
general level of wholesale quotations, as measured by 
Dun's Index Number, attained a new high level on 
April 1 is a striking commentary on the holding power of 
prices, and producers who are booked well ahead, or 
dealers whose stocks are unequal to present require- 
ments, maintain an independent position on the price 
question, and do not grant concessions. Yet the buying 
disposition of consumers in practically all parts of the 
country has lately undergone a distinct reversal, with 
evidences of extravagance diminishing, and the fact is 
not obscured, despite the sustained firmness of many 
commodities, that some markets are yielding, and that 
certain influences are operating toward price deflation in 
' the future. The policy of purchasing mainly for imme- 
diate and well-defined needs, which no longer appears 
only in the East, is partly the result of uncertainty re- 
garding domestic and foreign political developments, 
but is more largely a reflection of buyers' belief that 
prices will later decline, if gradually and irregularly, and 
many revisions of forward orders are reported in the 
men's wear trade, where resistance to high prices has 
been especially noticeable. . . . 

"It is significant that buying for fall has not been as 
active as in some previous seasons and evidences accu- 
mulate that the continued high prices are limiting con- 
sumption. In the main, business is still good, but there 
are unmistakeable signs of hesitation in some channels, 
due partly to bank pressure or tight money, and revi- 
sions of future orders are more frequently heard of in 
men's wear circles. Selling agents state, however, that 
mills have enough business in hand to keep them em- 
ployed for a long period, and existing conditions are the 
more wholesome from the fact that much of the former 
speculation has been eliminated." 

The index of the United States Bureau of Labor Sta- 
tistics for March is 253 compared with 249 in February 
and 248 in January. This index, like Dun's, is based 
upon a large number of articles including many con- 
sumers' goods. 



That barometer of trade, the iron and steel industry, 
indicates that the acute shortage of iron and steel is pass- 
ing. Pig-iron production for March, according to the 
Iron Age, amounted to 3,375,907 tons, or a daily aver- 
age of 108,900 tons, compared with the record average of 
113,942 in September 1918. The output for March was 
the highest monthly output since December 191 8. On 
April 1 there were 312 furnaces in blast, compared with 
304 on March 1. A Pittsburgh despatch of April 10 
states that "the present quietness in the steel market 
might be attributed to the general business and financial 
situation, but an entirely sufficient explanation is to be 
found in the technical position of the steel market itself. 
. . . What the steel market did was to start a runaway 
and then find that it did not have sufficient strength to 
get anywhere. . . . Production proved larger than was 
expected — indeed so heavy when mills still were ob- 
viously not operating at capacity that it has become 
necessary to make new and larger estimates of 
capacity." 

There are indications that commodity prices may 
work somewhat higher before they recede. Slow de- 
liveries, resulting from the railroad strike, and great 
activity in building operations are among the influences 
that will probably result in higher prices of a number of 
commodities before the turning point is reached. 

Speculation 

In March our forecaster, curve A, showed a marked 
recovery from the February figure. This is a reversal of 
the downward movement which, it will be observed, had 
been in progress since November. The upward swing of 
curve A is the result of an increase of the corrected 
figures of all three series of the speculative group. The 
corrected figure for New York clearings, however, is con- 
siderably greater than the figures for the other two 
series. The high volume of New York clearings in 
March was caused in part, as we have seen, by income 
tax payments. 

Stock prices continue to move erratically. The aver- 
age price of 20 industrials declined from $104.17 on 
March 22 to $100.33 on March 24 and then rose to 
$105.65 on April 8. The average price of 20 rails is, at 
this writing, about three points below the March high 
point of $78.83. The money market and gold imports 
continue to be the center of interest for speculators. 
Our belief is that money will remain relatively tight, in 
spite of gold imports amounting to as much as a hun- 
dred or a hundred and fifty millions, and tight money 
will constitute an effective obstacle to a sustained in- 
crease in security prices. 

Banking 

Between January 23 and April 9 federal reserve notes 
in actual circulation increased without interruption 
from $2,844 million, the low point of 1920, to $3,080 
million, the high point of the year. Since March 12, 
when the low point of the ratio of reserves to demand 
liabilities (42.5 per cent) and of excess reserves ($211 
million) was reached, there has been some improve- 



ment (to 43.3 per cent and $245 million on April 9). 
Money, however, continues to be very tight. The mini- 
mum rates of rediscount of the federal reserve banks are 
5! to 6 per cent, except that banker's acceptances in 
certain districts and notes secured by treasury certifi- 
cates in all districts may be discounted at 5 per cent. 
Choice double-name 60-90 day commercial paper in 
New York is quoted at 6f per cent in April — no reces- 
sion from March. A despatch from Chicago states that 
demand for funds "is sharply increasing" and "com- 
mercial paper is quoted at 6 \ to 7 per cent." For the 
first time in its history the Chicago Federal Reserve 
Bank has been rediscounting with other reserve banks. 
Other indications of tight money are: the increase in 
the rate on treasury certificates from 4! per cent to 5 
per cent and 5J per cent, respectively, for three and six 
months maturities; the issues to the public at par of ten- 
year bonds by the Pennsylvania Railroad at 7 per cent 
and of equipment trust notes by the New York Central, 
at the same rate; the increase on April 8 of the official 
discount rate of the Bank of France from 5 to 6 per cent 
and of the rate on secured loans from 6 to t\ per cent; 



the increase in the rate on British treasury bills from 5^ 
to £>\ per cent and the increase in the discount rate of the 
Bank of England from 6 to 7 per cent. Since 1873 this 
rate has been equaled but once, in 1907, and exceeded 
but once, in 1914. 

It is probable that the world-wide stringency will re- 
main acute at least until government receipts exceed 
expenditures and probably until there is deflation in 
both currency and prices. One important factor that 
may operate against deflation in the United States is the 
granting of bonuses to the soldiers. It appears prob- 
able not only that federal bonuses will be given, but 
that various states will follow the examples of Wiscon- 
sin and Massachusetts in making grants. 

The money market continues to be the crux of the 
situation. Recent developments add to the former evi- 
dence that, although liquidation in commodity markets 
may not materialize to a considerable extent for several 
months, nevertheless such liquidation is in prospect. 
Not only is liquidation indicated but it is the natural 
and effective economic remedy for the present difficult 
situation. 
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